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OATH OR AFFIRMATION

I, Denis McAuley III , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Edgewood Services, Inc. [ as

of December 31, ,2002 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

AN AW
NP VR

Signature

Notarial Seal Treadqurer

Susan B. Hill, Notary Fubiic Title
i A City Of Pittsburgh, Allegheny County
A My Gommission Expires June 10, 2006

- yivania Association Of Notaries
Notary Public Mermber, Penns

-

hig repdrt ** contains (check all applicable boxes):

&l (@) Facing Page.

k] (b) Statement of Financial Condition.

Bl (c) Statement of Income (Loss).

Bl (d) Statement of Changes in Financial Condition.

&Kl (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

&l () Statement of Changes in Liabilities Subordinated to Claims of Creditors.

&} (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O () Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

[J () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

Kl () An Oath or Affirmation.

{J (m) A copy of the SIPC Supplemental Report.

] (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Report of Independent Auditors

Board of Directors
Edgewood Services, Inc.

We have audited the accompanying balance sheet of Edgewood Services, Inc. (the Company) as
of December 31, 2002, and the related statements of income, changes in shareholder’s equity,
and cash flows for the year then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Edgewood Services, Inc. at December 31, 2002, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying supplementary information is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 of the Securities Exchange Act of 1934. Such information
has been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

Ganet ¥ LLP

February 14, 2003

A Member Practice of Ernst & Young Global
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Independent Auditors’ Supplementary
Report on Internal Control

Board of Directors of
Edgewood Services, Inc.

In planning and performing our audit of the financial statements of Edgewood Services, Inc. (the
“Company”) for the year ended December 31, 2002, we considered its internal control, including
control activities for safeguarding securities, to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including tests of
such practices and procedures that we considered relevant to the criteria stated in Rule 17a-5(g)
in making the periodic computations of aggregate indebtedness and net capital under rule 17a-
3(a)(11) and for determining compliance with exemptive provisions of rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating
to customer securities, we did not review the practices and procedures followed by the Company
in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons,
2. Recordation of differences required by Rule 17a-13, and

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal controls and of the practices and procedures referred to in
the preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned criteria. Two of the criteria of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial
statements in accordance with accounting principles generally accepted in the United States. Rule
17a-5(g) lists additional criteria of the practices and procedures listed in the preceding paragraph.

A Member Practice of Ernst & Young Global




2-

Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to errors or fraud may occur and not be detected. Also, projections of
any evaluation of internal control to future periods are subject to the risk that internal control may
become inadequate because of changes in conditions, or that the effectiveness of its design and
operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of one or more of the specific internal control components does not reduce to a
relatively low level the risk that errors or fraud in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no
matters involving internal control, including control activities for safeguarding securities, and its
operation that we consider to be material weaknesses as defined above.

We understand that practices and procedures that meet the criteria referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not meet such criteria in all material respects indicate a material inadequacy
for such purposes. Based on this understanding and on our study, we believe that the Company's
practices and procedures were adequate at December 31, 2002 to meet the SEC's criteria.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the National Association of Securities Dealers, Inc. and other regulatory agencies that
rely on rule 17a-5(g) under the Securities and Exchange Commission in their regulation of
registered brokers and dealers, and is not intended to be and should not be used by anyone other
than these specified parties.

et ¥ LLP

February 14, 2003




EDGEWOOD SERVICES, INC.
BALANCE SHEET
DECEMBER 31, 2002
(dollars in thousands, except per share data)

Assets:

Cash and cash qUIVAIENLS........c.coiiiiiii ettt st nasae e seabebes $ 1,773
Receivable from affIlIates, MEL......civiivvieeiiriieer oot e e ee et et rete s et s s eeresereseeseserissenereneebesranes 1,337
Accounts receivable, net 0f 1eServe OF $22.....me ittt 121
DEFEITEA LAX ASSEL..cuiiiiiiriiictieeieeei ettt ctr ettt et e et e e e e e ste e erestresantsseebaeeaatssesnensairaesasesereaennsassesbseans 51
ONET ASSBLS. . veivierieieietesiee st eitesere e ereesteeraestresereestebessbes bt as e enbe b sasneessetaesnt sseentesanesssseassnnsesssesean 6
Property and eqUIPIMENT, MEL........c.cevveieirirereriieietcerecaste e siae e st steesebesere et et seneseneaeeseesrensenee 47
TOAL ASSELS.....eiuiieierieirierietieeteeeitt et ertereebeese et ebeess e teeteeee st sabe et e asssaeseeesaneeasasseensesanaesssbeebesseranns $ 3,335

Liabilities:
ACCOUNES PAYADIE........ocvieiiii ettt et e e s $ 175
ACCTUEH @XPEIISES. ...cuvirteivireetiiiirt et eet ettt eeteseeste et et e st e b e e es s et se e s ae e e n s saeabeeteesteneeeneeressrees 108
Income taxes Payable.......ccooiiiiiiiiiiii e 4
RECIAIM TESEIVE ... ticteeiietietee sttt erieree e ie et sae e s et e e e s e e st rbbeeasbe e abbeaserbaesnssseatasnssesssnansassnansbenses 126
OLher HaADIIILIES ..o e ettt e e et e e e eaee et eeaer e e s eaenansrereres 1
Deferred tax Habillty .. ..oooccouiririiieet ettt et e 12
TOtAl HHADIHEIES. 1e.vtieveiieiriieit ittt ettt ettt a ettt bt e e et sesaas e s orseaesstba e s sbesbesebessbessasesbessanens 426

Shareholder’s Equity:
Capital stock, par value $.01 per share-

20,000 shares authorized, 12,309 shares issued and outstanding...........c.ccoevevennvecrcneneneeninnne 0
Additional paid-in capital............ccocoiiiiiiiiii e 2,421
Retained arninEs. .....c.oooiiiiiii i e 488

Total Shareholder's EQUILY.......cocviiriiit it et ere e ereene s 2,909

Total liabilities and shareholder's EQUILY........cccoiriiriiririeee e e e $ 3,335

(The accompanying notes are an integral part of these financial statements.)



EDGEWOOD SERVICES, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2002
(dollars in thousands)

Revenue:
COMUMUSSION INCOIME, NEL...v.eeieeee e et e et et e e eer e e e s e ssene e s e e se e e e et e e s e e eeeeee e eeeeennereennnes $ 7,865
TTUSHCONNECE TEVEIUE, NEL...erseeeeteeeeeeesseeeeeteeseeeeeseeesraeeresteesaaeas eeesssesessessaneeseesressinnesssareeessnesaes 1,269
O Al T VI vttt ettt ettt oo s ettt e e e e st e e stenerteeeseateeaenene s be st essaeaeeessss s seassasanssaanenensaenasenns 9,134

Operating Expenses:

Allocated expenses from affilliates...........ccoeeriiiiieii e e 5,412
Compensation and Telated ..........coviiiiiii e e 2,261
Marketing and promotional.........ccoccccviiiiiiii e e e 254
Systems and COMMUIICALIONS ........coverrrreiritiiriiree et srere et e es e b seesb s ia sh b enene e eenes 190
OFfICE ANA OCCUPANCY .. ...vieee ettt ettt ettt ee ettt st b esse bbb s b sne e ss e e s e e st e te s saeeaennesreseaens 119
Travel and related. ... ..o s 112
1011115 SO OSSOSO 304
Total OPETALING EXPENSES. .. ccoveurieirerieririiriiitin ittt ee e e s st sae s me et e s s e s sa s 8,652
Operating Income 482

Nonoperating Income:

DIVIAENAS. ... oeiiviiie ettt et sttt a e e et bt n e st se e e na b b e e ebe s 29
INCOME DEFOTE INCOME LAXES. .o vioteriririieeicieiiert ettt ettt e ae ettt r e eneeeereeresbe s e e bee e sre e 511
INCOME LAX PIOVISION....coiiomiieniiiiiiiieictrit e et eae e s b s r e na b bt er s e sb e see s 227
INEL ITICOIMIE .. c.teeirieeie ettt ettt et ettt et e ettt e et e saeaaaee e s e saa e e et be s e neesiese e e sas e s e eaaessrae s $ 284

(The accompanying notes are an integral part of these financial statements.)



EDGEWOOD SERVICES, INC.
STATEMENT OF CHANGES IN SHAREHOLDER’S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2002
(dollars in thousands)

Balance at January 1, 2002

Total
Additional Retained Shareholder’s
Capital Stock Paid-In Capital Earnings Equity
.................................... $ 0 3 2,421 §$ 204 2,625
............................................................. 0 0 284 284
Balance at December 31, 2002......cccccoevvrirninnenes $ 0 % 2,421 $ 488 2,909

(The accompanying notes are an integral part of these financial statements.)




EDGEWOOD SERVICES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2002
(dollars in thousands)

Operating Activities:
JA S AT 1 etu) [ O T OOOP O PR T U PO PO PPTOUPOOTRRPPRIN
Adjustments to reconcile net income to net cash provided by operating activities:
DIEPIECIALON. .c.oserr ettt er ettt e et e et bR b sr et st e sk snen et e
Benefit for deferred income taxes
Changes in assets and liabilities:
Increase in receivable from affiliates, NEL......coceeviiiiiniiiiie
Decrease in aCCOUNLS TECEIVADIE, NEL.......iviiiuierreerrrerieiiiiit e e st s st sae sreaeere e st e
Decrease in aCCIUEA TEVENUE........cevrriierieiireriiceescreeseseteseesnateseree sar s seeneasess s s sanssonsreesssreebesesntosnacen s s
Decrease in OthEr CUITENE ASSELS.....c.vieurerrciiierireeere e icatinrees s trsrsaesscstesees sbresnnesseensesressrsssisseenssnes
Increase in accounts payable and accrued EXPENSES......cuivierivriiiiies irae et ne it
Decrease in incOme taxes Payable..........ccciuriniiiiiiiinie i s
Increase in Other HADIIIES. ... cece it e eeae e e
Net cash provided by operating aCtiVItIes.........coererriimniinieiiie et ene

Investing Activities:
Additions to property and EQUIPIENL.......vieereiiireererereereree it ereareesebsesresmiss st sris sresseevessensesesssreresessenesn

Cash used by investing aCtiVItIES...c..voviiriiiiiiinre it e et e
Net increase in cash and cash €QUIVAIEILS .........ccvviiiiiiiniiiii e e s
Cash and cash equivalents, begINNING Of YEAT.......ccovcivieriiriiie ittt et e seebeneas

Cash and cash equivalents, end Of YEaT..........ccovviiiriiiii

(The accompanying notes are an integral part of these financial statements.)
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EDGEWOOD SERVICES, INC.
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO CLAIMS OF CREDITORS
FOR THE YEAR ENDED DECEMBER 31, 2002
(dollars in thousands)

Balance at January 1, 2002.......oiiiiiiiii i $
Additions and/Or TEAUCLIONS. ......covviiiiiv ettt e sstberese s e e seeseaessastrnteesseabesasran s
Balance at December 31, 2002........ooovuiiioeeieieeieece et ee e eeevabre e e be s e staae e e rvenrrens $

(The accompanying notes are an integral part of these financial statements.)




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

8y

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(2)

(b)

(©)

(d)

(e)

Nature of Operations

Edgewood Services, Inc. (the “Company”) is an indirect, wholly owned subsidiary of Federated
Investors, Inc. (“Federated”). The Company is registered as a broker/dealer primarily for the
clearance of mutual fund trades with bank trust departments. As such, the Company promptly
transmits all funds and promptly delivers all securities received in connection with its activities as
a broker/dealer. The Company may not hold funds or securities on behalf of customers.

Basis of Presentation

The financial statements include the accounts of the Company. Such statements have been
prepared in accordance with accounting principles generally accepted in the United States. In
preparing the financial statements, management is required to make estimates and assumptions that
affect the amounts reported in the financial statements. Actual results may differ from those
estimates, and such differences may be material to the financial statements.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and an investment in a money market fund, which
is managed by another affiliate of Federated and may be liquidated upon demand.

Property and Equipment

Property and equipment are depreciated over their estimated useful lives ranging from four to ten
years using the straight-line method. All additions are recorded at cost.

The Company applies the provisions of Statement of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets.” This statement establishes
provisions for testing and measuring impairment losses of long-lived assets. The adoption of this
statement had no material impact on the financial condition or results of operations of the
Company. Should there be an indication of a change in useful life or an impairment in the value of
an asset, the Company compares the carrying value of the asset and its related useful life to the
projected undiscounted cash flows expected to be generated from the underlying asset over its
remaining useful life to determine whether an impairment has occurred. If the carrying value of
the asset exceeds the undiscounted cash flows, the asset is written down to fair value determined
using discounted cash flows.

Revenue Recognition

The Company, as a registered broker/dealer, earns commission and transaction based
(TrustConnect) income by clearing mutual fund trades primarily for bank trust departments.
Revenue is recognized during the period in which services are performed. Commission income and
TrustConnect revenue are shown net of third-party distribution costs and fee waivers, respectively.
The Company evaluates the collectibility of outstanding receivables at each period end and records
an allowance for doubtful accounts which is based on the Company’s historical experience.




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

@

3)

4)

H Income Taxes

The operating results of the Company are included in the consolidated federal income tax return
filed by Federated. As part of the Federated consolidated entity, the Company participates in a
tax-sharing policy. Therefore, although the Company computes its Federal income tax provision
on a separate company basis, the tax benefits related to its net operating or capital losses, if any,
will be recorded by the Company to the extent that its losses can be used to reduce consolidated
tax expense. The Company files and computes state taxes on a separate company basis, where
available, in compliance with the respective state tax law.

The Company uses the liability method to account for deferred income taxes. Under this method,
deferred tax assets and liabilities are determined based on differences between financial reporting
and tax bases of assets and liabilities and are measured using enacted rates expected to be applied
to taxable income in the years in which those temporary differences are expected to be recovered
or settled.

{g) Disclosures of Fair Value
Carrying amounts approximate fair value for the following financial instruments due to their short
maturities: Cash and cash equivalents, Receivables, Accounts Payable and Accrued expenses,
Receivable from affiliate, net is not settled in cash nor is it Federated management’s current plan to
settle this item in cash and therefore, the Company is not able to determine its fair value.

PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31, 2002:

(in_thousands)
Capitalized software development $45
Office furniture and equipment 24
Computer equipment 22
91
Accumulated depreciation _(44)
Property and equipment, net $47

Depreciation expense was approximately $19,000 for the year ended December 31, 2002.
DISCRETIONARY LINE OF CREDIT

The Company has a discretionary line of credit agreement with a bank under which it can borrow up to
$45,000,000 for the payment of obligations associated with the daily net settlements of mutual funds
processed through the National Securities Clearing Corporation. Borrowings under this agreement bear
interest at a rate defined by the bank at the time of the borrowing and are payable on demand. At
December 31, 2002, the outstanding balance under this agreement was zero.

TRANSACTIONS WITH RELATED PARTIES

As a matter of general policy, Federated manages most cash related activities on a centralized basis. As
such, the Company’s revenues and certain operating expenses, including compensation and related benefits,
occupancy and other support services are funded by another subsidiary of Federated and credited or charged
to the Company.




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

&)

(6)

Q)

The “Receivable from affiliates, net” represents the amount of fees collected by another affiliate of
Federated on behalf of the Company in excess of operating expenses paid by this affiliate on behalf of the
Company. “Receivable from affiliates, net” is not settled in cash.

401(k) PLAN

The Company’s employees participate in the Federated Investors, Inc. Employees Profit Sharing/401(k)
Plan. Under this plan, employees can make salary deferral contributions at a rate of 1% to 25% of their
annual compensation, subject to Internal Revenue Code limitations. Federated makes a matching
contribution in an amount equal to 100% of the first 2% that each participant defers and 50% of the next 4%
of deferred contributions. Contributions to the plan charged to the Company by Federated were $58,000 for
the year ended December 31, 2002. Upon completion of two years of service, 20% of the employer’s
contribution included in a participant’s account will vest and 20% will vest each year of the subsequent four
years of service.

INCOME TAXES

Income tax expense for the year ended December 31, 2002, consists of the following:

(in thousands) Current Expense Deferred Benefit Total

Federal $207 $45) $162
State _65 - _65
Total $272 $(45) $227

The temporary differences that give rise to the significant portion of the deferred tax assets and liabilities

" consisted of the following as of December 31, 2002:

(in thousands)

Deferred tax assets:

Reserve for clearing reclaims $ 44

Reserve for bad debt 17
Total gross deferred tax asset 35

Deferred tax liabilities:

Capitalized software development costs 10

Fixed assets 2
Total gross deferred tax liability _ 12
Net deferred tax asset $ 39

The Company’s effective tax rate for the year ended December 31, 2002, was 44.3%. This rate was higher
than the Company’s federal statutory income tax rate of 35.0% due primarily to state income taxes and
meals and entertainment expense incurred during 2002, 50% of which is non-deductible for tax purposes.

REGULATORY REQUIREMENTS

The Company, as a registered broker/dealer in securities, is subject to the Securities and Exchange
Commission Uniform Net Capital Rule (Rule 15¢3-1) and is required to maintain net capital, as defined,
equal to the greater of $25,000 or 6-2/3% of aggregate indebtedness. At December 31, 2002, the Company
had net capital of $1,375,000, which is $1,347,000 in excess of its required capital of $28,000.




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2002

Statement Regarding Rule 15¢3-3

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under paragraph
(k)(2)(3) of that rule.




EDGEWOOD SERVICES, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1

DECEMBER 31, 2002
(dollars in thousands)

Computation of net capital:

SharehOIAEI™S EQUILY.....ccureiiiereriirtis ittt e e e st ssbesbas et eoeese s eabesbesbeesras seeesnenseenenesessesasaarnansos

Deductions and/or changes:

2,909

1,534

NONAllowable @SSELS. .. ..ot vttt et $ 1,502
Haircut on securities OWNed.........ccvieiiieiriiiiiiieee e 32
NEL CAPIAL ... e b bt s
Aggregate INAEBtedNess. .......ccoviiiiriiei et e e e s

Computation of basic net capital requirement:

Minimum net capital required (greater of $25 or
6-2/3% of aggregate INAEbLEANESS).......covveirierereiieiet ettt cere et

EXCESS NEt CAPILAL ...coviitriiiiiiiiicice ittt e s e ehe s e

Ratio of aggregate indebtedness t0 net CAPItal........ocvvvverieiiiiiiecce e

Note: The above computation does not differ materially from the
computation included in the Company’s corresponding unaudited
Form X-17A-5-Part IIA filing.

1,375

426

28

1,347

3ltol




